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COST AND EXPENSE. 

In a recent paper*, I contrasted the use of the terms 
cost and utility in the theory of prosperity with their use 
in the theory of value. The relation of cost to utility 
however, cannot be fully understood until the relation of 
cost to expense is explained. In the theory of value, the 
use of the terms cost and expense is such that two distinct 
concepts of production are confused with each other, and 
hence these terms are often used as synonyms, when they 
should have distinct ideas attached to them. A contrast of 
these terms and of the ideas they should convey must be 
made before the theory of prosperity can be clearly dis- 
tinguished from a theory of value. I shall therefore com- 
plete my argument by presenting the subject anew from 
this point of view. 

Cost is measured by the disagreeable exertion necessary 
for production. It is the sum of all those painful acts which 
reduce the vitality of the producer, and hence demand a 
certain compensation or relaxation to replace the producer 
in the condition he was before the act of production. Some 
simple acts of production in a primitive society will be under- 
taken by producers for their costs only. In an advanced 
society, however, an act of production demands of the pro- 
ducer more than mere painful exertion. It also demands 
sacrifice. Sacrifices differ from costs in that the former 
relate to acts of consumption while the latter relate to acts 
of production. Efficient production involves not only cost, 
but also changes, delays or losses in consumption, which 
together make up the sacrifices of production. These sacri- 
fices are of many kinds. Often the producer must, to increase 
production, migrate from one county to another, or from 

♦Cost and utility, Annals of the American Academy, January, 1893. 
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country to city, and then a change in many forms of con- 
sumption is demanded, new pleasures being substituted for 
those most cherished in the old home. The sacrifice of 
confinement through which the producer loses the pure air 
and invigorating conditions of outdoor life, as well as many 
of the free goods of nature, is another example of the losses 
in consumption which efficient production demands. The 
act of abstinence is also a form of sacrifice which compels 
some consumers to delay their consumption in order that 
other producers may have the necessities needed to make 
their labor more productive. 

For efficient producers however the most prominent form 
of sacrifice results from the increasing demand for more time 
in which to produce and to consume. The time needed for 
consumption cuts in on the time demanded for production. 
There is on the one hand a tendency to work longer when 
labor becomes more efficient, and on the other, when a greater 
sum of utilities is produced, more time is required to get the 
maximum pleasure from its consumption. There is, there- 
fore, an antagonism between the demands of production and 
of consumption for the time of the producer. The resulting 
compromise compels him to reduce the time devoted to con- 
sumption and thus to lose some of the utility of the articles 
he has produced. If more than a certain quantity of goods 
is consumed in an hour's time, the additional goods do not 
give that amount of utility to the consumer which they 
would yield if he had additional time for their consumption. 
A dinner, for example, yielding one hundred units of 
pleasure if an hour's time were given to it, might not yield 
more than eighty units if only forty-five minutes were taken, 
while the total pleasure might be less than sixty units if the 
time were reduced to one-half hour. 

This compressing of the consumption into so short a 
period of time that the maximum pleasure cannot be derived 
from it, I shall call the interference in consumption, since 
the consumption of one commodity under these conditions 
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interferes with the complete utilization of the others. 
All kinds of sacrifice involved in production are really 
varieties of interference in consumption and I shall use the 
two terms as synonyms. The sacrifice of confinement, for 
example, compresses the enjoyment of nature's free goods 
to a shorter period each day, heightening the pleasure of this 
shorter period but reducing the total utility. Abstinence 
also may be viewed as an act confining the enjoyment of 
certain goods to a future time so that the present may be 
utilized more fully for production. We can always increase 
the pleasure of the present goods consumed during a given 
period if we neglect the production of future goods. Present 
production therefore interferes with present consumption and 
the enforced delay of the latter reduced the utility of the goods. 

Producers endure as I have said, cost and sacrifice : To 
consumers, however, all outlay is expense — the giving up 
of one utility to secure another. Each party to an exchange 
has already produced or at least possesses certain goods, and 
needs other goods which some one else has produced or 
possesses. He measures the goods he receives not through 
the cost of the goods to their producer, but through the 
utility to him of the goods he has parted with. Expense is 
equal to the utility of the goods parted with in exchange for 
other goods. What the producer loses in the act of produc- 
tion is his cost; what he gets in exchanging his product for 
other goods is his reward. Expense should therefore be 
associated with reward for labor and not with the cost of 
the producer. The reward of the producer is equal to the 
sum of his costs and sacrifices. The reward increases, 
as costs are reduced, because a high reward indicates rela- 
tively low costs. But sacrifice grows in proportion to the 
increase of the reward and hence the two — cost and sacri- 
fice — always make up a sum equal to the reward at the 
margin of production. 

Sacrifice relates to consumption and is the result of the 
interference in consumption. Though it is not a source of 
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pain when fully compensated for, it is measured by pro- 
ducers in terms of cost, and has the same effect on expense as 
if it were a cost. Real costs are units of pain and their quan- 
tity is independent of the utility of goods to consumers. But 
the sum of sacrifices grows not with cost but as cost is re- 
duced. It depends upon the utility that consumers get from 
the margin of their consumption and increases or decreases 
as this margin rises and falls. While therefore it is possible 
to measure the expense of commodities either in terms of 
utility or of cost, it must be kept in mind that expense 
grows greater or less, not as cost increases or decreases, but 
as the margin of consumption rises and falls. 

The difficult part of this analysis consists in seeing that 
sacrifices, although measured in terms of cost, really depend 
upon and vary with the margin of consumption. I shall 
endeavor to make my meaning clearer by using a diagram. 




I^et the quantities of goods produced and consumed in a 
day be measured along the line a b. I shall assume that 
the whole day, equaling a b, is limited to sixteen hours, the 
other, eight being used for sleep, need not be considered. 
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I^et the surplus utility of the first unit produced be measured 
along the line a/, the surplus of this increment being equal to 
the line a c. Let, also, a line be drawn from c to d on the line a 
b, so that the area a cd will show the total surplus of the day's 
work. The distance of each point in the line cdfrova. the line 
a b will measure the surplus of that increment of commodity. 
Production must cease at d because there would be no fur- 
ther inducement to work. I do not measure the cost or 
total utility of the product of the day's work because my 
argument does not depend upon either. Surplus, it should 
be remembered, is the difference between cost and total 
utility. 

If we further assume that the line a d represents twelve of 
the sixteen hours allotted to production and consumption, 
the consumption of the goods produced would be crowded 
within the limits of the four remaining hours. When the 
producer works twelve hours he loses much by the interfer- 
ence in his consumption. Many free utilities would be given 
up and other utilities could be but partially enjoyed. To 
measure this loss the line a e can be drawn so that at any 
point its distance from the line a b will indicate the loss in 
consumption involved in giving that portion of the time to 
production and thus compressing the consumption within 
narrower limits of time. In the first hours of working this 
loss would be slight, but it would gradually increase as the 
day advances and in the closing hours it would be very 
great. If the whole sixteen hours were given to production 
and the consumption of goods forced over into the remain- 
ing eight hours usually given to sleep, the loss would be 
measured by the area a b e. 

Under these conditions the working day would not be ex- 
tended through twelve hoxirs, although production would 
give a surplus during that time. If the working day were of 
that length the producer would get no compensation for the 
utility he loses through the interference in his consumption 
due to the reduced time left for consumption. He would 
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have a return for all his costs, but none for his sacrifices. 
The working day would, therefore, be shortened until the 
surplus of the last increment of production would compensate 
the producer for his sacrifices. The normal length of the 
working day under these conditions would be fixed not by 
the place where the lines a b and c d cross, but by the inter- 
section of the lines c d and a e. If the line a I is five-eighths 
of the line a b, the day's work would be shortened from 
twelve to ten hours and the marginal cost of the producer 
would be less than the margin of his consumption by the 
amount measured by the line k I. 

Let us further suppose that the productive power of society 
is increased so that the surplus of the first increment of pro- 
duction equals the line af, and that the working day during 
which the producer can get a surplus for his work is ex- 
tended from twelve to thirteen hours. If g is the point of 
no surplus under the new conditions, the distance from the 
various points in fg to the line a b will indicate at each point 
the surplus of the corresponding increment of production, and 
the figure afg will measure the whole surplus Under the new 
conditions. But with the increase of the surplus the interfer- 
ence in consumption will also increase. There will be more to 
consume at any given portion of the day after production has 
begun and the sacrifice involved in crowding the whole con- 
sumption within a given time will be greater. The day must, 
therefore, be divided differently from what it was before the 
productive power was increased, and a relatively longer 
period must be given to consumption. If the area a h b 
measures the interference in consumption after the increase 
of productive power in the way that a e b measured it before 
the increase, the length of the new working day will be 
determined by the point n where the lines/jf and a h inter- 
sect. The new working day will, therefore, equal the line 
a m and be say nine instead of ten hours. 

As the same line m n measures both the marginal sacrifice 
and the marginal surplus, it may seem that there is no 

[708] 



Cost and Expense. 41 

advantage in distinguishing sacrifice from cost. Sacrifice is 
at least measured in terms of cost and together they deter- 
mine the margin of production and the value of what is pro- 
duced. If their sum decreases, the working day is prolonged, 
and if their sum increases the working day is shortened. 
Why make a distinction which seems more technical than 
real? 

The difference between cost and sacrifice becomes of im- 
portance even in the theory of value, when the effects of the 
distribution of wealth are considered. Costs, I have shown, 
are determined by the conditions of production and must be 
borne by the actual producer. They grow greater or less 
with each change in the productive power of society. Their 
amount cannot be changed without a change in the condi- 
tions of production. No producer will work for less than the 
cost of his labor. Costs, therefore, form a barrier below 
which the return of the producer cannot fall, thus fixing the 
limit to the changes in objective values through which the 
distribution of wealth is effected. 

Sacrifices, however, depend not on an act of production, 
but on having certain goods to enjoy which must be given 
up to extend production. The extra expense of the pur- 
chaser of goods above their real cost varies with the amount 
of consumable goods that the producer has when the new 
production is to begin. There can be no interference in 
consumption unless the producer already has a quantity of 
goods at his disposal, and the greater the quantity of these 
goods, the greater the interference. 

It follows from this reasoning that the quantity of sacrifice 
demanded of a producer varies with his income, and if his 
income is reduced through a more unfavorable distribution 
of wealth the quantity of sacrifice demanded of him is re- 
duced. Sacrifices, alone, form no barrier to the reduction 
of income. They grow less as the income decreases and 
would fall almost to zero (overlooking free goods) if an un- 
favorable distribution of wealth reduced the value of the 
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goods produced to their real costs. Even the free goods can 
be monopolized and the producer shut out from their enjoy- 
ment without any reaction in the downward tendency of the 
value of goods produced solely by labor. 

Costs alone form an irresistible barrier to the fall of objec- 
tive values separate from the conditions determining the dis- 
tribution of wealth. They are a part of the conditions of 
the individual workman and cannot be separated from him. 
Sacrifices, however, depend upon the general social condi- 
tions and vary with them. The ultimate cause of the in- 
crease or decrease of sacrifice is out of the control of the 
individual workman. It depends upon the distribution of 
that portion of the income of society, the shares in which 
are determined for the various factors in production by their 
relative rates of increase. 

In our diagram, for example, after the increase of produc- 
tive power by which the surplus of society is increased by 
the area lying between the lines c d and fg, the sacrifice of 
producers is also increased by the area lying between the 
lines a n and a k, if this increased surplus is given to the 
same persons who bore the costs. This distribution of the 
additional surplus may not take place. Suppose that certain 
monopolies increased their profits to such an amount that 
they absorbed all of the results of the increase of productive 
power. Then the surplus of the producers would be exactly 
what it was before the improvements in production, and 
hence their sacrifices would also be unchanged. The sacri- 
fices would still be measured along the line a e, and the 
surplus enjoyed by the producers would be measured along 
the line c d. The length of the working day would be 
determined by the point of intersection of the lines c d and 
a e, and the workman would work ten hours instead of nine, 
as would be the case if they received the whole of the benefit 
of the improvements in production. 

The increase of sacrifice depends not on the increase of 
productive power, but on the distribution of the surplus. 
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Sacrifice is not, therefore, a safeguard against a fall in the 
value of goods, nor against a decrease of income, except in 
so far as the loss of income will affect the relative rate of 
increase of the workmen. A part of the subjective value 
of each increment produced equal to the marginal cost of 
production has its distribution fixed by the marginal costs 
of producers. The distribution of this part cannot be altered 
without some change in the cost of production. Another 
part of subjective values is measured by the difference 
between the marginal cost and marginal utility of the final 
increment of production. The distribution of this part is 
independent of the condition of the individual producer, and 
depends upon the relative rates of increase of the various 
factors of production. The most slowly increasing factors 
get the largest shares, and hence this part of the surplus 
may be called the monopoly fund, the law of its distribution 
being a law of monopoly and not of cost. The quantity 
of sacrifice is determined by the distribution of this fund. 
Whoever gets the fund increases his sacrifices through the 
increase in the interference in his consumption which the 
additional consumption creates. 

It is therefore the relative rates of increase of producers 
which determine whether their sacrifices are a barrier 
against a fall in the objective value of the goods they pro- 
duce. If they are one of the slowly increasing factors, they 
may be sure that their share of the surplus will not be 
reduced, and hence their sacrifices will be a check to the 
fall in the value of the goods they produce. But under 
other conditions, when their rate of increase is relatively 
large, their sacrifices will be of no avail in preventing a 
reduction of income through a fall in the value of what they 
produce. Sacrifice as a cause of value fails where its aid is 
most needed, and is efficient only where other causes will 
produce the same results. 

The effect of this sacrifice or interference in consumption 
shows itself most clearly in international trade. The 
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well-known doctrine of Ricardo makes international trade an 
exception to the general law that value depends upon cost 
of production. The exchange of commodities between 
nations, it is said, is determined by their relative and not by 
the absolute cost of production. Trade may exist between 
countries although one of them can produce all the articles 
exchanged with less labor than the other. 

Foreign trade, however, is no exception to the general 
law that the expenses of production determine the value of 
commodities. The apparent exception is due to the fact 
that, in foreign trade, cost is used in the sense of disagree- 
able exertion, while in domestic commerce it is made to 
include both the cost due to disagreeable exertion and the 
sacrifice due to interference in consumption. Two elements 
are thus added which vary inversely to each other. As cost 
decreases and reward for labor increases, the interference in 
consumption grows, and the expense of buying commodities 
is relatively greater. 

The reason why values in foreign exchange are not pro- 
portional to costs is that the interference in consumption is 
not the same for nations with different degrees of productive 
power. When the expense due to this interference in con- 
sumption is added to the real costs of production, it will be 
seen that the same law holds in foreign as in domestic 
exchange. Suppose nation A can produce a pound of sugar 
for three units of cost and a pound of coffee for four units 
of cost, while nation B can produce a pound of sugar for 
two units of cost and a pound of coffee for three units of 
cost. Nation B therefore has the advantage in the produc- 
tion of both articles, and yet a trade will arise between them. 
How can it be explained ? Nation B has the best environ- 
ment, and hence, as the return for labor is more abundant, 
the interference in consumption will be greater. We will 
assume that in B the relationof cost to sacrifice (the interfer- 
ence in consumption) is as one to one, while in A, where the 
environment is not so good, the relation of cost to sacrifice 

[712] 



Cost and Expense. 45 

is as five to two. The following table will show the relation 
of cost to expense for the two articles in the two nations : 

COST. EXPENSE. 

A. B. A. B. 

Sugar, ..32 41 4 

Coffee, ..43 5| 6 

Sugar in A has a cost of 3 units a pound, and the sacri- 
fice will equal \\ units ($ of 3). The expense will be 
4fc units. Coffee in A costs 4 units a pound; the sacrifice is 
\\ units and the expense is 5f units. Sugar in B, however, 
costs 2 units a pound ; the sacrifice equals 2 units also, and 
the expense is 4 units. Coffee in B costs 3 units a pound ; 
the sacrifice is 3 units and the expense is 6 units. In A the 
expense of sugar would be 4$ units, and in B 4 units a 
pound ; while in A the expense of coffee is 5$ units, and in 
B 6 units a pound. The expense of buying sugar will be 
less in B, and the expense of coffee less in A. It will 
therefore be an economy of expense for both nations to buy 
their sugar in B and their coffee in A, and the people of B 
will gain by this trade although the real cost of producing 
coffee is less in B than in A. 

In the same way it can be shown that the general law of 
value applies when exchanges take place between different 
classes in a given nation, forming what Cairnes calls the 
non-competing groups. The higher classes produce given 
commodities at less cost than the lower classes, yet because 
of the better environment due to superior intelligence the 
interference in their consumption is much greater. If we 
add compensation for this greater interference in consump- 
tion to the real cost of production, the expense of the com- 
modities they produce can be determined, and in a like 
manner the expense of the articles produced by other classes 
can be fixed. 

With this explanation, it is easy to see why each class in 
society is able to maintain itself in some industry in the 
complex organization of a modern society without creating 
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any exceptions to the general law of value. If the demand 
for the products of a given class fall off and their incomes 
are reduced, the smaller consumption reduces the interfer- 
ence in consumption. The sacrifice now being less, the 
sum of sacrifice and cost is less, and hence the expenses 
of production are reduced until they are no greater than the 
value of the products of the class in question. If, however, 
the demand for the products of a given class increases and the 
income grows, the interference in consumption also increases, 
and thus the sum of sacrifice and cost becomes so great that 
the normal expenses of production are equal to the higher 
value of the goods produced. When the value first rises it 
appears to be a monopoly value purely ; but the larger 
incomes creating additional interference in consumption soon 
raise the normal value so much that the monopoly element 
is lost sight of. Each class therefore regards its income as 
just, and imputes to the act of production a cost equal to 
the value of the goods produced. A close analysis will, 
however, show this estimate to be erroneous. The real 
costs are much less than the expenses of production. To 
make cost and expense equal, sacrifices are regarded as costs 
when they are really an index of prosperity. The greater 
the interference in consumption, the better the environment 
and the less the costs. 

The normal expense of the goods produced by a given 
class of workmen cannot be determined until its relations to 
other non-competing classes are known. The relative rates 
of increase of these classes determine the distribution of 
a large part of the surplus. The relative share of each 
class in this part of the surplus determines the interference 
in its consumption and hence the amount of its sacrifice. 
The expenses of production, if a given class is to be em- 
ployed, can now be known by adding the sacrifice to the real 
costs. In this way the influence of distribution on expense 
is made clear, and the law of value is stated in a way to 
which there are no exceptions. 
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The following chain of reasoning shows how value is con- 
nected with utility and cost. The margin of consumption 
determines the amount of cost and sacrifice, the latter in- 
creasing and the former decreasing as the margin rises. The 
sum of cost and sacrifice equals the expense of production 
and this expense fixes the value of commodities. We can- 
not, therefore, analyze and determine the value of commodi- 
ties through a study of costs alone, thus making the theory 
of value independent of or an introduction to the study of 
other parts of political economy. The theory of value 
depends upon the theory of consumption and cannot be 
studied with profit until the latter theory is thoroughly un- 
derstood. 

I have shown that the expense of the consumer is mea- 
sured by the reward of the producer. This reward is also 
equal to the sum of sacrifice and cost of the producer. 
Expense can, therefore, be measured in terms of cost, and 
thus the relation between cost and expense can be made 
clear. The following figure will aid in illustrating this 
relation. 



Fig. % 




If the quantity of goods produced be measured on the 
line a b, the estimates of the producer and consumer of 
these goods can be measured by vertical distances from this 
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line. From the standpoint of the producer the production 
of these goods involves cost and sacrifice. The cost of each 
successive increment is measured by the distance between 
the lines a b and e f while the sacrifice is measured by the 
distance from e f to e c. The reward necessary to call forth 
the productive act will be measured by the distance from 
a b to e c. 

In the mind of the consumer, however, the contrast is 
between utility and expense. The pleasure derived from an 
article is compared with what he must lose to get it. He 
therefore measures his net utility by the distance from a b to 
d c and his expense by the distance from a btoec. The 
line e c can be called the expense line as its location shows 
how much the consumer would have to give up in exchange 
for a given increment if the relation of supply and demand 
made it the marginal increment. Under these conditions 
the problem is to determine where production will cease, and 
why it will cease while a surplus yet remains to the pro- 
ducer in the final act of production. 

From the standpoint of the consumer, the utility of each 
additional increment grows less and its expense grows 
greater until the two quantities are equal. The point c, 
where the lines e c and d c meet, indicates the place where 
the surplus to the consumer, due to the exchange, will be 
reduced to zero, and hence this point will mark the limit to 
production. As the expense of the consumer is measured by 
the reward of the producer, the line b c shows the maximum 
reward which the producer can secure. If production is 
continued beyond this point c the producer will still have 
a surplus, but it can not be greater and would soon be less 
than if production ceased at point c. 

To show more clearly the motives which limit production 
at the point c I must again refer to a confusion found in 
economic reasoning resulting from the use of the word 
"utility " in different senses.* Utility in one sense of the 

• See Quarterly Journal of Economics, Jan., 1893, page 18a. 
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term measures the addition to the happiness of a person 
which the consumption of an article will give. This positive 
utility may be one, five, ten or more units, depending upon 
the amount and quantities of the article. 

Utility may also be used in a negative way to denote the 
loss that a person would suffer if deprived of a particular 
portion of a commodity. In other words it is the power a 
given increment has to improve the condition of its possessor. 
Professor Clark calls this kind of utility "effective " utility, 
and I shall employ it in a more restricted sense to bring out 
more clearly one of the ways in which the term "utility " is 
used. 

Positive utility is a direct relation between the consumer 
and a given commodity. The pleasure of its consumption 
is a fixed quantity which can be measured by its effects upon 
the consumer. Effective utility, however, is a relation be- 
tween two commodities and the consumer. It is measured 
not by the total utility of each commodity, but by the ex- 
cess of the utility of the one commodity over the other. If 
Article A gives twelve units of pleasure and Article B gives 
ten units and the consumer must choose between them, the 
effective utility of A is two units. The status of the con- 
sumer will be better by two units if he chooses A than if he 
chooses B, or in other words, if he loses A and substitutes 
B in its place, the sum of his utilities will be reduced by two 
units. 

If, for example, a thirsty man comes to the bank of a river 
the positive utility of a cup of water will be great, but its 
effective utility will be zero. If this cup of water is thrown 
away, another cup will supply its place fully and he will 
suffer no loss. Suppose again that the consumer can supply 
his thirst by milk, beer or water. The effective utility of 
the milk and beer will not be as great as their positive utility. 
If the water gives four units of pleasure, and the milk or 
beer ten units of pleasure, the effective utility of the milk 
or beer will be only six units. They only add six units to 
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the welfare of the consumer beyond what the free water 
would add. Their value cannot exceed six units, although 
each of them has positive utility of ten units. Wherever, 
as in these cases, the consumer has a choice between isolated 
pleasures supplying the same want, the positive utility is 
greater than their effective utility, and often the positive 
utility is great where the effective utility is small or entirely 
absent. 

This distinction is of importance also to producers. The 
positive utility of an opportunity to work is measured by the 
whole return for the labor expended. The effective utility 
of this opportunity is measured by the difference between 
the return from this opportunity and some other opportunity, 
which might be utilized if the first opportunity failed. If, 
for example, a man was in the midst of a fertile tract of un- 
occupied land, the effective utility of any portion of it would 
be zero. He would lose nothing if any one farm was taken 
away. Its positive utility, however, would be great, because 
the return for his labor would be large. On the other hand, 
the effective utility of a chance to work in a shirt factory may 
be very great to a poor woman with no other opportunity to 
work. Iyife or death may depend upon this one chance. The 
positive utility of this opportunity, however, is small since 
the return for labor is meagre. 

The consumer views the. act of exchange he is making 
with the producer from the standpoint of effective utility. 
He is comparing the relative utilities of two goods and 
values each increment by its effective utility alone, that is, by 
what he would lose in welfare, if he consumed what he 
gives up instead of what he gets in exchange for it. He 
ceases to exchange at c, in Figure 2, because no new com- 
modities will add to his effective utility. 

The producer, however, is interested both in the positive 
utility of what he produces and the effective utility of the 
opportunity for labor which he utilizes. His surplus is 
measured by the difference between the cost of what he 
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produces and its positive utility. He is well-off or poorly-oil 
according to the size of this surplus. His inducement to 
continue work, however, depends not on the size of the sur- 
plus but on the effective utility of the next opportunity to 
labor. How much will this additional labor increase his 
well-being ? To answer this question we must know more 
than what surplus it will give; we must also know what this 
time is worth to him as a consumer. Two surpluses must 
be compared — what he will secure by working, and what he 
will secure by a better utilization of what he has already 
produced or by enjoying free goods. 



Fig- 3- 




To illustrate the relation of the equilibrium at the margin 
of production let us modify Figure 2 by supposing that an 
additional quantity of goods equal to b I is produced. The 
shortening of the period of consumption would reduce the 
utility of the goods already produced by the area c dg. The 
utility of the new goods would be equal to the area b g hi, 
their cost would be equal to the area bfk I, and the surplus 
would be equal to the axe&fg h k, If the point c is at the 
margin of production the area g c d will be equal to the area 
J ' g h k. The two surpluses will therefore be equal and it will 
be a matter of indifference to the producer whether he secures 
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the one surplus by working or the other by not working. 
The producer will cease to work at the point c, because the 
effective utility of the opportunity for labor which he is util- 
izing is at this point reduced to zero. He can add nothing 
to his welfare by working longer. His surplus, however, in 
the final act of production is measured not in terms of effect- 
ive utility, but in those of positive utility. He has a surplus 
if the pleasure he derives from an article is more than its 
subjective cost. The comparison is direct between the utility 
and cost of the article in the mind of its producer and not a 
relative estimate of the utility of two articles. At the point 
c the producer can secure a surplus (the area fg h k) by 
working or he can secure an equal surplus (the area c d g) 
by a better utilization of what he has already produced. 
In either way he gets a surplus but neither way adds to his 
effective utility, because, if he were deprived of one of these 
surpluses, he could enjoy the other, and hence he would lose 
nothing in well being. When this point is reached, produc- 
tion ceases, although a surplus measured in terms of positive 
utility remains. 

A variety of possible pleasures, if they are exclusive, 
always reduces the effective utility of each of them without 
having any effect on the surplus they afford. If I must 
chose between a trip to New York and one to Washington , and 
each of these trips will give me eighty units of pleasure at 
forty units of cost, neither of these trips will have any 
effective utility to me, because my welfare does not depend 
upon the one so long as the other is possible. Shall I, 
therefore, say that I have no surplus in going to New York 
because I lose forty units of surplus by not going to Wash- 
ington, and no surplus in going to Washington because I 
lose forty units of surplus by not going to New York ? If 
this estimate is correct there can seldom be a surplus. There 
is always a variety of ways in which to expend our income, 
and we lose several possible surpluses every time we make a 
purchase. 
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In Figure 2 the area e f c does not represent a loss to 
society, but merely a loss to consumer. Because of the in- 
terference in consumption this portion of the surplus is taken 
from consumers and given to producers. What the produ- 
cers really lose is an area equal to e f c not represented in 
this figure, but which can be fully illustrated by a modifica- 
tion of the figure. 



Fig. 4. 




The main facts about Figure 4 being the same as in Fig- 
ure 2, I need not explain them again. The area dg c rep- 
resents a utility which might be secured if it were not for 
the interference in consumption. If there were plenty of 
time and no interference in consumption, the total utility of 
the goods enjoyed by society would be the area a b g d. 
Producers, however, do not secure the area d c g, because 
they use so much of their time in production. The net 
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utility of all the goods is, therefore, the area abed. Qi 
this latter area a bfe goes to producers as a compensation 
for their costs. The producer is compensated for the loss of 
d eg by transferring to him from the consumer that part of 
the net surplus of society represented by efc. 

This transfer of surplus from consumer to producer works 
itself out in this way. When the producer begins to feel the 
effect of impaired consumption, he shortens the length of his 
working day and produces less goods than he otherwise 
would. The fewer goods to consume raises the marginal 
utility of goods to consumers, and they will give up more of 
their income to get these goods. An equilibrium is reached 
when the reduced production increases the marginal utility 
of goods to consumers so that a compensation is given to pro- 
ducers for their impaired consumption. The point c repre- 
sents this equilibrium and the area ef c represents what the 
consumers must give up to the producers because of the loss 
of the area d eg. 

If the loss of the producer is in free goods instead of in 
impaired consumption, the same effects will follow as those 
we have just described. I<et the area abed represent the 
net utility of the produced goods and the area hkl represent 
the free goods that are lost because of prolonged production, 
then the area efc must be given to producers as a compen- 
sation for this loss. The effective utility of goods to con- 
sumers would be reduced to zero at the point c, and they 
would lose an amount equal to the area efc. 

The utilities which the producers fail to secure may be 
both through impaired consumption and the loss of free 
goods. The area efc must, therefore, be large enough to 
compensate for both these losses. The line b c must equal 
the sum of eg and / k. In any case the area ef c is a part 
of the real surplus enjoyed by society, and hence there is a 
surplus at the margin of production, although neither pro- 
ducer nor consumer has any effective utility from the last 
increment of production. 
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In the last number of the Annals* Professor Clark re- 
states his argument relating to the surplus gains of labor, 
and uses Table A to illustrate the utility, cost and sacrifice 
of the final period of a day's work. Table B contains my 
estimates of these quantities under the same general condi- 
tions. 



Utility of article produced. . 
Utilities lost by confinement, 
Net utility gained by this labor, 
Direct disutility of labor, 
Surplus of gain, . 



A. £ 

t i 

H i 

1 



The conditions on which these tables are worked out have 
been carefully stated in the paper referred to, and I shall not 
restate them in full. It is assumed that the workman is be- 
ginning the tenth hour of labor and the problem is to deter- 
mine at what time under the given conditions he will cease 
working. Professor Clark thinks he will work twenty 
minutes after the tenth hour has begun ; I think he will 
work only ten minutes of this hour. The two tables are the 
result of these estimates. In comparing them it should be 
remembered that the utility of the product of the first half of 
a period of work is a little greater than the utility of the sec- 
ond half and that the subjective cost of the first half is a 
little less than half the cost of the whole period. I estimate 
therefore, the utility of the product of the first ten minutes 
of the hour at one unit and its cost at one-half a unit. The 
loss by confinement will also be much less the first than the 
last ten minutes. We will call it one-fourth of a unit. 

Professor Clark thinks that in this final period of labor 
three quantities must be considered. The plus quantity is 
the whole benefit derived from the articles produced during 
the final period. The two minus quantities are the sum of 
two sacrifices, one the result of weariness and the other of 

* March, 1893, p. 79. 
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confinement. The sum of the two latter will equal the 
former. I think, however, that there are four quantities to 
consider — the whole utility of the article produced, the cost 
of producing it (the result of weariness) , the loss through 
confinement and the compensation for this loss of confine- 
ment. The first three items are the same as those of Pro- 
fessor Clark. The fourth item is the point at issue, and its 
importance demands further illustration. 

It is assumed by both Professor Clark and myself that 
during the first nine hours of labor 21 units of utility 
were produced at a cost of 6 units. If the man works 
twenty minutes more as Professor Clark assumes, he has 
22J-6 units of utility at a cost of 7^ units. This twenty 
minutes is therefore a blank in his life ; he merely exists, 
but makes no net addition to his welfare. If he does not 
work, however, he can enjoy the utilities which would be 
lost by working and would thus add 2 /i units to his welfare 
without any cost. . In this way the twenty minutes would 
not be a blank, but a source of net pleasure. Again, if he 
does not work, he has 21 yi units of pleasure and 6 units of 
cost ; if he works, he has 22^ units of pleasure and 7^ 
units of cost, thus adding yi unit to his pleasures and 1 }& 
units to his costs. The pleasure added by working costs 
therefore more than twice what it is worth. 

At the end of ten minutes' work, as in my table, he has 
21 Yi, units of pleasure at the cost of 6^ units ; if he does 
not work, he has 21^ units of pleasure and 6 units of cost. 
The % unit gained represents the utility he would have lost 
by confinement. He has added by working Y\ unit of 
pleasure at a cost of yi unit. His net gain by working is 
therefore % unit. This net gain just equals the net gain he 
would secure during these ten minutes if he had not worked. 
This is therefore the point of equilibrium. It is a matter of 
indifference to him whether he works or does not work. The 
net utility of the day will be the same in either case.* 

• See also Figure 3, page 51. 
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From this illustration the ultimate premise of Professor 
Clark's reasoning can be seen and contrasted with my premise. 
He assumes that the laborer works as long as he can get a 
surplus from his work. I assume that when a laborer can 
increase his utilities by working or by not working, he will 
cease working when the increase of his utility by not work- 
ing equals the net increase obtained by working. The object 
of economic activity is to increase the net pleasure of living. 
When a man can get, as in these tables, 15% units of net 
utility by working nine hours and ten minutes, he will not 
work ten more minutes to increase his gross utility, if by so 
doing he reduced his net utility to 15 units. 

Thus far we have measured expense subjectively as it is 
estimated in the mind of the consumer. He is represented 
as bartering utilities for utilities, measuring the expense of 
what he gets by the utility of what he gives. In the modern 
world, however, acts of barter seldom take place. The con- 
sumer sells his goods for money and uses this money to pur- 
chase new goods which have a greater effective utility for him. 
It is necessary, therefore, to translate these terms and ideas 
of subjective economics into the terms and ideas of com- 
merce. 

The real difficulty in this transfer consists in the fact that 
although subjective values can rise and fall, objective values 
cannot ; they can merely shift, some falling while others rise. 
While it is easy to trace the effects of a rise or fall in the 
margin of consumption in terms of subjective values, it is 
difficult either to trace the effects of this change in objective 
values or to represent them completely in a diagram. It 
must also be kept in mind that a rise or fall of subjective 
values is not accompanied by a rise or fall in prices unless 
the term ' ' prices ' ' is used in some concrete manner as, for 
example, wholesale prices or those prices of freely produced 
goods. It often happens that the term ' ' prices ' ' is used in 
this narrow sense because the prices of freely produced goods 
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are readily ascertained, or because it is assumed that other 
prices stand in some fixed relation to wholesale prices. 

In the sense, however, that we can say objective values 
cannot rise or fall, all the means of increasing utilities must 
be included whether they are embodied in commodities or 
not. Services, for example, are a most important means of 
increasing utilities, and their value must be included in any 
estimate of total values. The leading contrasts are between 
services and goods, material* and finished products, present 
and future goods, and wholesale and retail prices, skilled and 
unskilled labor, complements in consumption and the isolated 
articles of which they are composed. 

It is impossible that all the requisites of production should 
be plentiful at the same time. There can, of course, be an 
absolute increase of all the factors of production at the same 
time, but the abundance of certain factors means the relative 
scarcity and high value of otherS. This opposition is espe- 
cially true between labor and land and between labor and 
goods. Wages cannot be high unless a day's work will 
purchase a large quantity of goods. High wages also means 
a low relative value of land f and an abundance of opportuni- 
ties to labor — in other words, a high margin of production. 
If the laborer can choose between many good opportunities 
to work, labor is relatively scarce and wages will be high. 
But many good opportunities for each workman to work 
means efficient production and an abundance of goods at a 
relatively low value. 

The laborer must be paid as much as he can get working 
to supply his own wants in order to induce him to work for 
society. A high margin of production both enables and 
compels society to bid high for the services of its members. 
A fall in the value of future goods, wholesale prices, raw 

* Under material, I include all goods, the high price for which indicates that a 
high rent is paid for the use of the better means of procuring them. In that com- 
plement of goods that we call a home, for example, the value of the building lot 
may rise and the building material may fall, or the opposite. 

t Patten, " Premises of Political Economy," Chap. IV. 
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material, or isolated articles from which complements are 
formed, indicates a rise of the margin of production and a 
relative increase in the value of all kinds of services. Any 
fall or rise in the value of these products has the opposite 
effect on wages, and hence a general movement of objective 
values, up or down, is impossible. The proper investigation 
will always show a compensation to the consumer for the 
rise in the value of any class of goods, and a loss to corre- 
spond to the gain secured by the fall of any class of goods. 
The average consumer neither loses nor gains by changes in 
objective values unless subjective values have also been 
altered. 

Nor can money prices vary unless the conditions for pro- 
ducing the material used as money change. The subjective 
value of the precious metals is fixed by their use in the arts. 
When the margin of consumption rises, men use a greater 
variety of goods and fewer goods of each kind, and thus 
their marginal utility is increased. The use of gold and 
silver is affected in the same way as other commodities. 
Assuming that a ring represents the marginal utility of gold, 
this ring will have a higher subjective value to a person 
whose margin of consumption is high than to a person with 
a lower margin. If we think of money in terms of the sub- 
jective value of this ring, it will be seen that changes in 
subjective values will not change general money prices. If 
the margin of consumption rises, the consumer estimates 
each item of the consumer's goods more highly than before, 
but as the subjective value of his ring has risen to a like 
degree, it will exchange for the same quantity of other goods 
as before. The loss of any increment of his goods would 
be more severely felt after than before the rise of the margin 
of consumption. In both cases, however, this loss would be 
measured by the amount of the gold in the ring, and money 
prices would remain unchanged except as the rise of the 
margin of consumption altered the relative value of particu- 
lar classes of goods. 
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This rise in the margin of consumption will make many 
changes in the price of particular commodities. Present 
goods will rise in value and future goods will fall ; services 
will rise and goods will fall ; finished goods will rise and 
materials will fall ; retail prices will rise and wholesale prices 
will fall ; each complement of goods (a house for example) 
will rise and its isolated elements (the brick, timber, nails, 
glass, etc.,) will fall. These changes in value will be com- 
plicated by the conditions of production, especially by the 
fact that the increase of some commodities follows the law 
of constant returns, while the increase of other commodities 
follows that of increasing or diminishing returns. Other 
complications will also be created by the conditions deter- 
mining the distribution of wealth. The added subjective 
value of present goods will cause a higher subjective value 
to be imputed to the ultimate factors of production — land, 
labor, abstinence, intelligence, etc. — and the distribution of 
this added value among them will depend upon their relative 
rates of increase. There will, therefore, be many alterations 
in money prices which will accompany a change in subjec- 
tive values, but it is a mistake to think that high subjective 
values would create high money prices (if the price of every- 
thing valuable is duly considered) . 

So long, however, as gold is the standard of value and 
produced under present conditions, certain changes in prices 
can be predicted as the result of a rise of subjective values. 
Gold, or at least the marginal quantities of gold is produced 
by hand labor. It will therefore have its value affected by 
whatever affects the value of services (labor). A rise in 
subjective values increases the value of services and hence, 
there is a tendency for gold prices to fall with the rise of the 
margin of consumption. As services rise, retail prices and 
certain commodities will rise in value from the same cause 
and other commodities will fall in value both because of the 
relative rise of the first named goods and because of the 
general fall of money values. The downward tendencies in 
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values will be concentrated in wholesale prices of freely pro- 
duced commodities and in land values or it might in certain 
cases be concentrated mainly in one of these classes of 
goods. 

This shifting of objective values which accompanies every 
change in subjective values must be kept in mind when we 
desire to estimate the consumer's surplus at a given time. 
The fall in the price of a given commodity does not usually 
indicate an increase of the consumer's surplus but merely a 
rise in the value of other commodities in the production of 
which the ultimate agents in production are employed in 
different proportions than in the first article. Cheaper goods, 
for example, means a higher price for the services needed to 
utilize these goods and thus the consumer loses on the second 
element of expense what he gained by the fall in value of 
the first element. His consumer' s surplus remains unchanged, 
or, at least, is much less than it would seem to be if it were 
measured as Professor Marshall measures it, by the difference 
between what is actually paid for an article and what would 
have been paid, rather than to forego its use. Measured in 
this way, a large part of the surplus which really goes to 
producers, appears to be a part of the consumer's surplus, 
thus making the latter fund much larger than it really is. 

Professor Marshall, however, does not admit that this 
method of measuring the consumer's surplus necessitates any 
duplication of its parts, and thinks that I have not inter- 
preted him correctly.* I regret if I have in any way mis- 
understood him, and yet, after carefully re-reading the ' 'Prin- 
ciples of Economics, " lam still of the opinion that he does 
not measure consumer' s surplus in the way that I do, and that, 
judged from my standard, he duplicates in many ways the 
utilities of the goods consumed. To say that his consumer's 
surplus is larger than mine is the same as to say that the dif- 
erent parts of his consumer's surplus will not, when added, 
show the true consumer's surplus, because he duplicates the 

* Annals, March, 1893, p. 90. 
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same utility in the consumer's surplus of different articles. 
The illustration that I used was perhaps not fitted to bring out 
clearly the difference between Professor Marshall's position 
and mine. He would not, as he has shown, measure the 
absolute utilities in a way that would count their utility 
twice. I shall, therefore, leave such extreme cases out of 
consideration and confine myself to other utilities where our 
differences are real, though not so striking. 

His position can be clearly seen in his illustration concern- 
ing the consumer's surplus of coal.* "Let us," he says, 
"take the case of a man who, if the price of coals were ten 
pounds a ton, would just be induced to buy one ton annually; 
who would just be induced to buy two tons if the price were 
seven pounds, three tons if the price were five pounds, four 
tons if the price were three pounds, five tons if the price 
were two pounds, six tons if the price were one pound, ten 
shillings, and who, the price being actually one pound, does 
purchase seven tons. ' ' He concludes that in this case the 
economic measure of the consumer's surplus on the first ton 
is nine pounds, on the second ton, six pounds, and on all 
seven tons twenty-two and a half pounds. 

I do not think that this estimate is correct, and that if all 
the articles consumed have their consumer's surplus meas- 
ured in this way there will be many duplications. We will 
assume that coal is the only article whose quantity changes 
when its consumer's surplus is estimated. That under these 
conditions, the consumer is willing to pay ten pounds for one 
ton of coal does not show that its positive utility is measured 
by this sum of money. The only direct utility of coal is for 
heating, and yet if the consumer had only one ton to use 
during the year, he would not use it in this way. He would 
doubtless use it for cooking. If he did not cook his food, it 
would lose much of its utility. He pays the ten pounds to 
preserve this utility, and not to create new utilities. It is 
therefore incorrect to estimate the utility of this ton of coal 

* Page 182 of the second edition of his " Principles ot Economics." 
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at ten pounds, and also to measure the utility of the food in 
the same way as before, 

If we suppose ten tons of coal, ten barrels of flour, ten 
pounds of tea, etc. , to be the normal supply for a year, I 
understand that Professor Marshall would estimate the con- 
sumer's surplus of each article as follows: Given ten barrels 
of flour, ten bushels of wheat, etc. , what will the consumer 
give for one ton of coal, two tons, etc. Then to find the 
consumer's surplus on the flour, he would assume that the 
consumer had ten tons of coal, ten pounds of tea, etc., and 
then he would ask what would the consumer give for one 
barrel of flour under these circumstances, for two barrels, 
etc. In a similar manner the consumer' s surplus of the other 
articles would be obtained. 

With this method of measurement many duplications are 
unavoidable. The price paid for the first increment of each 
commodity is only partly due to its positive utility. The 
price measures the effective utility, a part of which is due to 
the loss of utility, which other articles would suffer if this 
increment were lacking. 

Suppose that the normal consumption of an individual is 
composed of five articles of three increments each. If these 
articles have equal utility and the first increment of each 
gives five units of pleasure the following table will illus- 
trate the difference between the positive and effective utility 
of each article : 



A 


B 


C 


D 


E 




5 


5 


5 


5 


5 


(7) 


4 


4 


4 


4 


4 


(5) 


3 


3 


3 


3 


3 


(3) 



If the quantity of the first four articles remains constant 
and the quantity of E is reduced, the effective utility of each 
increment will be shown by the figures in parenthesis. The 
second increment of E has a positive utility of four units, 
but its absence will reduce the total utility of the consumer 
by more than four units, because the utility of the other 
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articles will be reduced by its absence from complements of 
goods in which, the second increment of E is normally a 
part. Its effective utility would be at least five units. The 
absence of the first increment of E would effect the utility of 
the other articles whose quantities remain unchanged still 
more seriously, and we can, therefore, estimate its effective 
utility as seven units. 

In a like manner it can be shown that the effective utility 
of each article is greater than its positive utility as soon as 
its quantity is reduced below its normal amount. The effect- 
ive utility of all these articles is seventy-five units. But 
this measurement is plainly a duplication, for the joint utility 
of the five articles is sixty units and not seventy-five units. 
If the consumer's surplus of the five articles is measured by 
their effective utility it will appear to be fifteen units greater 
than it actually is. 

There is, however, another important objection to measur- 
ing the consumer's surplus from the effective utility of com- 
modities measured in price. Future goods have no 
consumer's surplus. The utility of future goods is imputed 
to them and depends upon the utility of the present goods, 
into which they are changed by the process of production. 
Each portion of bread has a different utility to the consumer. 
The higher utility of the first portions remains even if a 
lower price allows the consumption of more bread with a 
lower utility. There is in this case a true consumer's sur- 
plus. When, however, the price of plows is reduced, so 
that more plows are used, the first plow has no more utility 
than the second or the last plow. The same utility is im- 
puted to all of them. 

If the lower price of plows reduces the price of bread the 
consumer's surplus on the bread will be increased through 
the use of additional quantities of bread. This surplus is, 
however, the only surplus created, and if we assume that 
there is a consumer's surplus on plows because they have 
fallen in price, there is a duplication. 
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Suppose that a plow can produce 1000 bushels of wheat 
and that the price of wheat would be thirty cents a bushel, 
if one plow could be had for forty dollars. Then if two 
plows could be had for thirty dollars each, the price of wheat 
would be twenty-nine cents a bushel, other expenses remain- 
ing the same, and with three plows in use, each costing 
twenty dollars, the price of wheat would be twenty-eight 
cents a bushel. There is now apparently a consumer's sur- 
plus of thirty dollars on plows, and another of thirty dollars 
on wheat. The two surpluses are, however, really but one 
surplus, counted twice. The consumers get only thirty 
dollars' worth of surplus utility more than before. 

That Professor Marshall makes the consumer's surplus 
much larger than I do, is shown by his illustration involving 
the purchase of coal (page 182), to which I have already 
referred. The seven tons of coal cost 7 pounds, and the total 
utility is estimated at 29 j£ pounds, thus making the con- 
sumer's surplus to be 22^ pounds. The consumer's surplus 
is more than three times the value. It is probable that the 
consumer's surplus of most other articles measured in the 
same way would be as great. There are few articles of 
which ten increments are desired under ordinary conditions, 
for which the consumer would not pay ten times as much 
for the first as for the last increment, if the supply of no 
other article has been altered. 

Instead of making the consumer's surplus three times the 
value, I should make the value three times the consumer's 
surplus. The difference in the positive utility of the differ- 
ent increments of most commodities though real is not great. 
The only exception under normal conditions would be in a 
primitive society, where a few articles are used to such an 
extent that the margin of consumption falls almost to zero. 
Where the variety of consumption is great, only a few incre- 
ments of each kind are used, and the margin of consumption 
remains so high that the consumer's surplus is only a small 
part of the total utility of the commodities consumed. 
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I have no desire to exaggerate the differences between Pro- 
fessor Marshall's position and my own, yet, where differences 
arise from different methods of measuring utilities, the legit- 
imate consequences of each method must be made plain. He 
measures objectively and indirectly what I desire to measure 
subjectively and directly. Money values merely indicate 
what we would lose if deprived of a given increment of a 
commodity but do not analyze the causes why this value is 
attached to the article. They measure the effective utility 
of each commodity, but not its positive utility, and hence 
the former being usually much greater than the latter, 
the consumer's surplus measured in the first way is much 
greater than if measured in the second way. 

The same causes moreover that lead me to say that Pro- 
fessor Marshall's consumer's surplus is much larger than 
mine, lead me also to say that the cost of production as he 
measures it, is larger than I would make it. He measures 
cost indirectly through expense and not directly as I try to 
do. He is a firm adherent of the theory that the cost of pro- 
duction under normal conditions determines value, and hence 
he estimates the cost of each increment by the normal 
expense of procuring it, where it is the marginal increment. 
What the consumer would pay to get it under these condi- 
tions is made the measure of the subjective cost of its pro- 
duction just as what a consumer will pay for a given incre- 
ment, rather than go without it, is made the measure of its 
utility. Both these measures fail for similar reasons. They 
give us a gross result without any analysis of the separate 
causes which, in combination, produce this result. Expense 
equals the reward of labor, and not its cost. 

The analysis which I have given elsewhere in this paper 
shows why this indirect measure of cost is not correct. Many 
of the elements of expense are not due to any cost which 
the producer must undergo, but to his favorable position as 
producer, which enables him to demand a large compensa- 
tion for the losses which he, as a consumer, bears while 
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giving his time to production. Any indirect measure of 
utility and cost through money values must make the cost 
of producing goods and their consumer's surplus larger than 
if utility and cost were measured subjectively and directly. 
On the other hand, the producer's surplus is much larger by 
the second method of measurement than by the first. The 
effective utility of the first increments of an article is much 
greater than their positive utility, while the final increments 
of an article have usually a higher positive than effective 
utility. For this reason the effective utility of a marginal 
increment is reduced to zero, although some positive utility 
remains. 

In the theory of value both cost and utility are measured 
deductively, the former through the supposed equality of cost 
and utility at the margin of production, the latter through 
loss which the absence of an article would inflict upon its 
consumer. Deductive reasoning is thus substituted for 
psychological analysis and the difficulties are avoided which 
the latter method must meet. These psychological difficul- 
ties I have tried to solve. Positive and effective utilities are 
contrasted and the motives are analyzed which make men 
estimate the loss of an article differently from the gain which 
its possession secures. Sacrifice is shown to be psychologi- 
cally different from cost. The one measures the progress 
society has made in reducing costs ; the other measures the 
obstacles to the increase of utilities which society has 
yet to overcome. Expense, therefore, which equals the 
sum of these two cannot be regarded the measure of cost, 
but differs from it by the amount of the surplus which pro- 
ducers secure at the margin of production because of the 
interference in their consumption. Effective utility and 
expense are thus ideas which lie at the basis of the theory 
of value. Positive utility and cost are equally important in 
the theory of prosperity. 
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